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ch  sector in  the  inverse matrix.     The sums  of   the products  of   this
Itiplication  represent   the direct  and indirect  income effects  of  changes  in
nal  demand  for  each  column sector in  the inverse matrix.

The Type II multiplier is  computed by making households  an endogenous
ctor and   calculating  Interdependence coefficients  for the new flow table   (with
useholds  endogenous).     The household row of   the new matrix yields  the clirect,
direct  and   induced  income  effects  for each  column sector.

Although  the  1-0 analysis  can provide  considerable  Insight into  the
ructure and interaction among sectors  of an economy,   the approach has several
mitations.     First,   the  assumption of   constant  production  coefficients   (i.e.,
j's)   implies   that  a doubling of  Inputs will lead to a doubling of  output,
der this  assumption,  economies  of scale are effectively ruled out.     Innovations
d  changes   in production  techniques  are also unaccounted for.     This omission
n be particularly important  for newer  industries,   such  as  solar energy or
nservation  that  are expected   to  automate and innovate significantly as   they
ture.     The  seriousness  of   the problem will vary with  the  length of   the
recast period.

The  assumption of  constant  coefficients   is also  inaccurate in cases
ere  localization and urbanization economies develop.    The former arise
en many  plants   in  the  same  industry  locate  in close proximity  to each other;
ternal economies accrue  to individual firms  since many ancillary firms will
so   locate around  such  an agglomeration and provide  specialized services  at
wer costs.     Urbanization economies  occur when firms  in different industries
cate  in close proximity  to each other and  a corresponding  infrastructure  is
ilt  to  service them.

Similar  limitations   apply  to  the use of  direct  employment  coefficients,
ese  coefficients  are based on  the assumption of  relatively  full utilization  of
rrently employed  labor.     If a sector was known  to have significant under-
ployment   at   the  time  of   the  development of   the basic model,   use  of   the  direct
ployment  coefficients   is likely to overstate  the direct employment effects of
creased  output.     In such Instances,   the direct coefficients should be adjusted
reflect   the changes  in labor productivity  that occur when labor becomes  fully
ployed.*

Although  this  conceptual  limitation is  significant,   it  is not  insurmountable,
3 methods  can be  used   to  adjust  the  input-output coefficients  to  take account
technological  and productiviety changes.     The first Involves adjusting

-e:     The  Use of   Input-Output Analysis,   op*   cit.,  page  52.e).     Households
